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KEY ECONOMIC INDICATORS: EL SALVADOR 


All values in US $ Million Exchange Rate as of October 1, 1972 
unless’ otherwise stated- U.S. $1.00 - 2.50 Colones 


End of Period Unless Otherwise Indicated. 
A B Cc 1/ D E 2/ 
1970 1971 1972 zZChange 1972 
Cumulative 72/71 Rate of 
Growth 


eS 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 1.017.4 ; NA NA 
GNP at Constant Prices (1962) 950.0 NA NA 
Per Capita GNP, Current Prices ($) 296.6 . NA NA 
Gross Internal Investment, % Current GNP 13.9 ‘ NA NA 
Indices: 1962 = 100 

Industrial Production 200.7 é NA NA 

Avg. Industrial Wages For Men in 

San Salvador 122.9 . NA NA 

Employment (thsnds. Employed). 1,086. ‘ NA NA 
Avg. Unemployment Rate (2%) 10.4 ° NA NA 


MONEY & PRICES 
Money Supply (7/72) 126.6 134.9 +9.4 


Public Debt Outstanding 132.2 NA NA 
External Debt 93 .2 ; NA NA 
External Debt Service Ratio. ° ° NA NA 

Interest Rate, Central Bank 


‘ ; 6. 
Interest Rate, Commercial Bank Prn. : ; : 9, 
Interest Rate, Commercial Bank Avg. : ‘ ll. 
Indices: 1962 = 100 

Consumer Price (3/72) 109.8 

Wholesale Price, Excl. Coffee (5/72) 102.3 106.4 


1 
5-10.0 - 
0 


BALANCE OF PAYMENTS & TRADE 

Net International Reserves (7/72) 52.4 52.4 85.8 +17.0 

Balance of Payments +/- +4.0 -9.5 NA NA 

Balance of Trade (8/72) +/- +14.8 -20.9 +15.4 +75.0 

Exports, FOB (8/72) 228.4 227.6 190.2 +14.2 
U.S. Share (3/72) 48.8 51.5 12.5 +11.6 


Imports, CIF (8/72) 213.6 248.5 174.8 +10.7 

U>S. Share (6/72) 63.0 70.0 38.0 +15.5 
Exports to CACM (8/72) 73.6 80.9 60.1 +18.8 
Imports from CACM (8/72) 60.6 65.9 46.4 +16.6 
Balance of Trade -CACM (8/72) +/- +13.0 +15.0 413.7 = +20.2 
Unroasted Coffee Exports (8/72) 111.2 91.3 70.5 -0.6 
Main Imports from U.S. (1971 1,000 pounds/U.S. $1,000): Machinery (nonelectric) - 
7,993/9,084; Wheat (unmilled) - 135,093/4,054; Transport Equipment - 3,213/3,980; 
Fertilizers - 182,311/3,448; Electrical Machinery (apparatus and appliances) -2,562/3,416; 
Organic Chemicals - 12,922/3,265; Paper and Paperboard - 27,322/2,642; Animal Fats and Oil - 
27,339/2,481; Copper and Aluminum - 5,024/2,060; Medicinal and Pharmaceutical Products - 
499/1,661. 
1/ Portion of B used in deriving D not shown. 2/ Embassy estimates based on partial year 
trend, adjusted for seasonal and other variables. SOURCES: Central Reserve Bank, Monthly 
Review; National Planning Council (CONAPLAN), Indicators: Economic and Social; Ministry 
of Economy, Statistical Annual and the Statistical Bulletin. 





October, 1972 


EL SALVADOR 


SUMMARY 


Relatively low prices for coffee and unfavorable political conditions 
reduced El Salvador's economic growth in 1971 to 4.6 percent, down from 
the 7.7 percent achieved in 1970 mainly from high coffee prices that 
year. A turbulent teachers’ strike and the entry into the national 


election period during the second half of 1971 adversely influenced 
investment and the economy in general. The dampening political factor 
continued through to the installation of the new administration in 

July 1972. The latter announced a large increase in planned public 
sector investment for the five years, 1973-1977, which along with the 
bullish outlook for El Salvador's mainstay agricultural exports -- 
coffee, cotton, sugar and beef -- offer good prospects for economic 
growth and diversification. Present high liquidity and international 
reserves, stable currency, project availability and anticipated political 


stability provide the conditions for an economic resurgence, and a reversal 
of the virtually no per capita growth since 1967. 


We foresee an improvement in the rate of economic growth despite the lack 
of strong demand growth and investment; and attribute this primarily to 
unexpectedly higher coffee exports in 1972. With a predicted close balance 


in trade, the GDP should expand by about 7 percent in 1972 or some 5.5 
percent in real terms. Even discounting administrative problems in 


implementing the planned public investment, we believe that growth could 
be in the neighborhood of 8 to 9 percent in 1973, given our assumption 


concerning commodity terms and political stability. Institutional and 
real economic stresses within the Central American Common Market (CACM), 


including the continuing Honduras/El Salvador rift, have reduced its 
previous role in providing an outlet for El Salvador's industrial sector. 
Hence attention is increasingly directed to third country markets. The 
anticipated expansion of the government's role --$322 million investment 
in five years -- and export growth should provide excellent opportunities 
for U.S. exports and investments. Other conditions for doing business in 


El Salvador should continue to be attractive. 








A. CURRENT ECONOMIC SITUATION AND TRENDS 


1. Background: After Fat and Lean Years, the Economy is Ripe for New Stimulus. 
Real economic growth rates which had averaged 6.7 percent annually from 1961 
through 1967 fell to rates averaging 3.7 percent annually during 1968 

through 1971. Per capita real growth dropped from an average of 2.0 

percent to zero for the comparable periods. The performance of El Salvador's 
economy in 1971 reflected the influences of both real economic factors 

and the political environment. Prices for coffee, which continue to 

provide almost half of all export earnings, were low and earnings were some 
$20 million less than in 1970. A violent mid-year teachers’ strike 

followed by the beginning of the electoral campaign added uncertainties 

to the already insecure picture presented by the deteriorating Central 
American Common Market (CACM). Total exports maintained their 1970 level 

but imports surged, a movement partially induced by the 1970 favorable 

trade balance resulting from high coffee prices. Thus in 1971, despite 
partially offsetting higher returns from cotton, coffee and shrimp, El. Salvador 
experienced its largest trade turn-around in many years, with a deficit 

on the merchandise account of some $21 million, compared with a favorable 
balance of $15 million in 1970. Attempts by the government to stimulate a 
hesitant private sector were not successful. Although the 4.6 percent GDP 
growth in current prices achieved in 1971 was not high, it provided the 

first increase in real per capita growth in four years. But even that 0.4 
percent growth is only statistical and real income distribution remains to 
be achieved. 


2. The stagnation in internal investment, which began after the mid 1960's, 
was aggravated by the conflict with Honduras in mid-1969 and the resultant 
loss of that important market. The government contributed little to stimulate 
the economy thereafter. But a resurgence of cotton, good prices for coffee 
and sugar, and the resilience of the Salvadoran entrepreneural class produced 
a commendable rebound in 1970. Despite the trade set-back of 1971, El 
Salvador's share of CACM trade continued to improve and along with short- 

term external borrowings and receipts on the sales of futures prevented 

a deterioration of net international reserves from the level prevelant at 

the end of 1970. 


3. The negative impact of presidential and national legislative election 
campaigning on the economy was paramount during the first half of 1972. The 
results of both were to maintain the ruling party in power, but the "lame 
duck" period from March until July along with an abortive coup attempt in 
March apparently was sufficient to restrain both the investor and the consumer. 
Sales grew at a snail's pace and the rising level of bank deposits revealed 
the Salvadoran's uncertainty about major expenditures. Sales in large 
durables, such as cars, and public spending in construction of roads and 
schools were the few bright spots on the domestic front. Externally, the 
picture was more encouraging. Trade with the other three countries of the 
CACM through August 1972 was excellent, with the promise of exceeding the 
record 1968 export level and ending with a significant surplus. But the 





19 percent growth in exports to the CACM over the equivalent period in 1971 
was largely at the expense of Costa Rica, which is in the throes of deep- 
seated balance of payments disequilibrium. The merchandise trade account 
with the rest of the world was favorable through August 1972, reflecting 
the relatively good performance of traditional agricultural products -- 


coffee, cotton and sugar, and the trade account for 1972 should be roughly 
in balance. 


4, The private sector had expected that, with the end of the "political" 
season and the confidence that a new administration could bring, the 

economy would finally begin to move after mid-1972. That this has not yet 
been the case is borne out by the Embassy's survey of representative 
businesses, which revealed that 43 percent achieved sales below expectations 
for the third quarter of 1972. The news media has provided a heavy diet 

of the government's investment intentions for the 1973-1977 five year plan, 
as well as some new private investment plans but, as yet, this year's 

actual new investment is of marginal importance as an economic stimulant. 


5. Monetary and Fiscal Situation Provide a Good Launching Pad for Economic 
Take-off. Total deposits in the banking system are growing at some 12 


percent in 1972 and net international reserves at the end of July were up 

17 percent over a year earlier. Loanable funds in commercial banks are 

10 percent above a year ago. Officially, commercial interest rates have not 
reflected this high liquidity but some liberalization of lending terms is 
taking place. On the fiscal side, the picture is also improving. Whereas 
government revenues were some 15 percent below expectations at mid-year, 
improved enforcement and receipts brought the shortfall to only 2.3 percent 
by the end of August. The Central Government has been relying heavily on 
Central Bank financing, with a record $36 million credit extended in June. 
But this level should not increase and may decline somewhat due to the 
improved revenues. In addition to a more certain political situation, 

the foregoing monetary and fiscal factors are favorable for an economic surge. 
Therefore, what appears to be lacking for an economic take-off is reasonably 
certain returns and/or government stimulation. 


6. The Future: Good Commodity Prices and Public Sector Stimulus Portend 
an Economic Upturn. Anticipated continued good prices for El Salvador's 


traditional agricultural exports and increased volumes of exports suggest 

a good economic performance in 1972, with some real per capita growth. Were 
this not so, other factors would produce a rather discouraging result. 

Gross domestic fixed investment has been flat, manufacturing has been stagnant, 
public investment will remain about 3.2 percent of GDP, and even with the 
better-than-expected export performance, there will be a balance of payments 
deficit (goods and services) of around $30 million. But primarily due to 
increased coffee exports at higher prices, GDP growth in current terms should 
be around 7 percent, with real growth at Salvadoran measurement of 5.5 percent 
( the unusually high deflator reflects the effects of the 1971 international 
monetary reform). Should this growth occur, real per capita growth would move 
significantly up, from 0.4 percent in 1971 to about 2 percent. 
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7. The determinants for growth in 1973 should be chiefly agriaitural exports 
and public sector investment. Prospects for exports coming from agricultural 
commodities alone would justify GDP growth expectations for 1973 at the 5 

to 6 percent level; scheduled public sector stimulants could take GDP growth 
to 8 or 9 percent in 1973. First we will look at the prospects for 
agricultural commodities. The fate of the International Coffee Agreement 
after 1972 will bear heavily on the country's export earnings. Carry-in 
surplus stocks into the 1972/73 coffee year are worth at current market 
prices roughly $90 million. Should the market become unregulated, El 
Salvador, despite a possible initial price drop, would be able to exploit 

her surpluses which until now have caused costly reallocation of financial 
resources, not to mention the income effects on producers and the economy 

at large. Exportable production for the coffee year 1972/73 is forecast 

to increase by 175,000 bags (60 kilos) above last year. Medium-term 

world forecasts point to a tight market, with the implication of strong 
prices and a possible breaking of the historical cyclical price swings. 

It is anticipated that sugar production for 1972/73 will be some 30,000 metric 
tons above last year. Cotton output will improve somewhat, notwithstanding 
the effects of drought in parts of the country. With predicted increased 
exports and maintenance of firm or higher prices for both cotton and sugar, 
their contribution to the country's economy should be good. Fresh beef 
exports to the U.S. began in May of 1972 and a second export-oriented 
slaughter house/packing plant is scheduled for operation in 1973, which 
would roughly double export capacity. Exports for 1972 should reach 

7 to 8 million pounds, all to the U.S. market. The shrimp industry continues 
to rival sugar as an export earner, and price rises have produced slight 
increases in earnings despite a fall-off in volume. Efforts at import 
substitution for basic grains, since the loss of the Honduran source, 

have been successful. El Salvador is now virtually self-sufficient in 

corn, rice and sorghum and imports of beans are greatly reduced. A pause 

in this upward trend will result from mild drought experienced in mid-1972. 


8. Now we turn to the prospects for public sector stimulus. The Central 
Planning Office has recently provided the public with the first indication 

of what the five-year plan anticipates in public physical investment -- 

$322 million during 1973-1977. Should this be achieved, the volume of 

public investment for the next five years would be almost three times that 

of the previous five year period. The availability of external financing 

for part of this package should not be a problem for a country with an 
excellent record of price stability, a low 3 percent debt service/to 

exports ratio and good repayments reputation. Domestic counter-part 
financing to these external loans probably requires both tax and administrative 
reforms to close an anticipated fiscal gap. These are not yet public, but 
options under consideration include a value added tax. The necessary increase 
in internal borrowing should soak up excess liquidity which presently is in 
search of productive use. Quite apart from the highly desirable decision 

on the part of the government to liberalize its fiscal policies and assume 

a larger responsibility in fueling the economy, is the question of its 
capacity to move such a large increase in resource commitments. At least 

$60 million of external financing from foreign governments and international 


agencies is currently authorized but undisbursed, which tends to indicate 

the existence of some problems in implementation of investment projects. 

This level is over four times the average disbursement rate of external loans for 
recent years. Nevertheless, the government's commitment to move significantly 

to improve the social and economic lot of Salvadorans should result in a 
stepping up of the public sector role, with its consequent investment 

multiplier effects on the economy. An increase in domestic demand, above 

the recent 7 to 8 percent annual growth, should be a principal benefit as 

public investment increases employment and further distributes income. 


9. The largest public project announced involves an expenditure of $85 
million on the hydroelectric project on the Rio Lempa, called Cerron Grande. 
Geothermal investments call for another $15 million. Other investments 
discussed publicly, but not yet defined for the public, include the 
establishment of duty-free industrial parks for exporting, tourism 
facilities, roads, hospitals, port facilities, agricultural credit and 
marketing programs, irrigation and reforestation projects, and school 
construction. The end result may be movement toward the desired diversification 
of the economy and achievement of the government's two basic economic 
objectives: development of the agricultural sector so as to decrease 
reliance on imports for many food items, and development of new markets 

so as to decrease the reliance on the CACM as the outlet for manufactures. 


10. New Considerations are Faced in the Export Field. El Salvador's 
reputation as the industrial leader of the CACM by the mid-1960's rests 


largely on its exploitation of the CACM's common tariffs and incentives 

and privileges granted to "integration" industries. Investors counted 

on a five country market for their production. The rupture of relations 
between El Salvador and Honduras in mid-1969 continues and affects not only 
the once-significant Salvadoran market in Honduras, but transport costs 

in trade with Nicaragua and Costa Rica, since the Honduran portion of the 
Inter-American Highway is closed to the transport of Salvadoran goods. A 
ferry across the Gulf of Fonseca began a more rapid service in September, 
1972 but rates (scheduled for early reduction) are presently relatively 
high compared with road transport costs. Costa Rica's balance of payments 
disequilibrium produced problems in settlements of trade payments by the 
end of 1971, and on August 31, 1972 Costa Rica terminated preferential 
treatment of CACM imports. The other CACM members responded by various 
reprisals which effectively terminated trade. An October 18 agreement 
signed by all five GACM members restored trade on terms which Costa Rica hopes 
will enhance its attempts at stabilization. Under the new agreement, 

Costa Rica's payments in arrears will be settled and automatic settlements 
will resume under the credit arrangements made by the other central banks. 


11. In cognizance of the foregoing, private firms are increasing their efforts 
to identify and penetrate "third" markets, with concentration on the United 
States, the Caribbean and the European Economic Community. Exports of metal 
fabrications, towels, furniture, cotton clothing and cloth and shoes are 
prominent success stories in this rather recent development. The government 

is considering a new export promotion organization and program in recognition 








that development of new markets for El Salvador's manufactures is necessary 
not only to stimulate expansion and new investment (and thus assure long-term 
economic growth prospects) but to lessen the overdependence on the uncertain 
CACM markets. The government is also considering the possibility of duty 
free industrial zones in which labor intensive goods would be produced 

for third country markets. Although the basic traditional agricultural goods 
are the dependable "motor" of the economy, demand and prices for them are 
externally determined and have been susceptible to dislocating cycles. To 
moderate these effects, as well as to provide employment of higher skills to 
an ever-growing and better educated labor force, the government and entrepreneural 
leaders desire to stimulate the industrial sector futher. 


12. Restrictions by some CACM countries against imports from the CACM of 
certain commodities, such as textiles and chemicals, limit free intra-CACM 
trade, and the possibility of successful completion by Honduras of bilateral 
trade agreements with the other three CACM members present uncertainties 

to Salvadoran businessmen. It appears unlikely that Salvador's trade within 
the CACM, and in particular with Honduras, will achieve anything approaching 
truly free trade by the end of 1973. Even apart from all these unsettling 
CACM circumstances, Salvadorans are increasingly aware that the earlier 
conditions for quick and easy exploitation of the CACM's benefits no longer 
exist and that comparable market growth is not expected in the CACM, or 
indeed, within El Salvador's limited domestic demand and skewed income 
distribution. 


13. Non-Economic Influences Support Good Economic Prospects. When Colonel 
Arturo Armando Molina began his five year term on July 1, 1972, the country 
entered its eleventh year of constitutionally elected government as well 

as rule by the National Conciliation Party (PCN). The recently-elected 
Legislative Assembly provides the government with a better than two-thirds 
PCN majority and virtual certainty of support in its development plans which 
require approval for external borrowing. The Molina cabinet provides some 
continuity from the previous Sanchez Administration as well as a new group 
of qualified technicians. President Molina announced that his priority 
programs are in agriculture, health and education but with an overriding 
emphasis on improving the lot of the campesino through the aforementioned 
objectives and employment creation. After the election period and the 
abortive military barracks revolt on March 25, the country experienced a 
two-months "state of seige," including a curfew, which dampened business 
and affected business confidence. But the new government moved quickly to 
establish a sense of order and stability and appears to have been at least 
moderately successful. 


B. IMPLICATIONS FOR THE UNITED STATES 


1. Conditions are Excellent for U.S. Exports and Investment. Planned 
public sector expenditures offer U.S. businesses an excellent prospect for 
increased sales and investment. The intention of the government to increase 
considerably public investment in efforts to correct social/economic 
imbalances will coincidentally create new demand for consumer products as 
well as provide excellent opportunities to suppliers especially of capital 
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equipment and technical services needed in the development program. Alertness 
to bid solicitations and familiarity with the local scene are essentials 

in taking advantage of these opportunities. Although U.S. price increases 
have reduced some of the price advantages obtained or recovered from the 

1971 monetary reforms, a relative advantage still exists. U.S. exporters 
should be able to maintain their relatively constant 28 to 30 percent share 
of El Salvador's imports and, with an improvement in salesmanship, delivery 
services and financing terms could even expand this share. 


2. The general economic factors which would affect U.S. business operations 
in El Salvador point to an attractive situation except for the uncertainties 
of market demand. A would-be investor in productive capacity as well as 

a seller of consumer products should exercise usual caution before acting. 

As previously discussed, internal and CACM demand are not as promising as 
heretofore, due both to institutional and economic reasons. Therefore, 
although opportunities still exist for local sales and production, it appears 
that productive capacity investment aimed at third countries would be the 
better long-term investment. There is good local financing, adequate labor, 
and physical security; and the official policy is to encourage foreign 
investment, which does not displace domestic activity." The established 

U.S. business community is still low in profile and there is yet no 

history of antagonisms against U.S. business, per se. Although nationalism 
is increasingly evident, as is to be expected, it focuses more on pride 

over Salvadoran ability to accomplish national objectives -- a right, one 
could call, of first chance or refusal -- than on the exclusion of imported 
capital, ideas and technology. Exchange controls exist but in practice have 
not hampered foreign business operations, except perhaps in the service 
sector where repatriation limits relate to capitalization. . Owing to 
cautious, if not conservative, monetary and fiscal policies, El Salvador's 
currency is among the most stable in the world and domestic inflationary 
pressures have been held relatively in check as a result. The agreeable 
sub-tropical climate and essentially adequate infrastructure of both physical 
and social services provide an agreeable environment for business and living. 
The labor force is abundant, low cost, trainable and not known for excessive 
demands. A number of U.S. firms have found El Salvador's highly respected 
and aggressive entrepreneural class good partners in local operations, an 
arrangement which does much to reduce problems otherwise generally found in 
doing business abroad. 


3. The difficulties facing the U.S. businessman in El Salvador do not 
significantly offset the positive features, but they must be considered. 
There are the limitations of domestic and CACM demand. Investment has been 
stagnant since the 1969 conflict with Honduras and stresses have developed 
among the remaining four who trade within the CACM treaty arrangements. The 
last four years have been characterized by low growth rates, negligible per 
capita growth, and little progress in income distribution. The static nature 
of the structures of both the economy's sectoral relationships and the 
socio/economic makeup of the country are impediments to economic and general 
well-being that must be reckoned with. Prospects for settlement of the 
Honduran/El Salvador problem are still uncertain for the short-run. Since 
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Honduras generally represented some 20 percent of the market for Salvadoran 
firms exporting to the CACM, this constituted a considerable loss and 

limitation to sales possibilities, although many firms have replaced that 
market and await its restoration as a "bonus." Meanwhile, among the CACM 
members, El Salvador offers investors only a four country common market, 

because of the break with Honduras. Proposals exist for a restructuring of 

the CACM and discussions are scheduled to begin in December 1972. Until 
structural and institutional adjustments are achieved which satisfy particularly 
Costa Rica and Honduras, the full benefits which a common trading market offers 
will not be realized. 


4. The likeliest U.S. export opportunities will stem from El Salvador's 
public investment activity and, although this will be concentrated in a 
few large construction projects, it will cover the landscape. We have 
previously mentioned the Cerron Grande project to be financed by the 

IDB and the World Bank, the geothermal projects, and the proposed large 
irrigation, roads and health facilities projects. A new sugar refinery 
in the Valle de Jiboa, to cost some $12 million, will be financed by the 
government industrial development agency, INSAFI. A new "jumbo-jet" 
airport near the coast at Comalapa is in the feasibility stage. AID 

has approved a loan of $4 million to the government for use in developing 
its agricultural research center, CENTA, and extension services. Of 
this amount some 55 percent will go to dollar sales-- with $1.15 million 
for equipment at the Center. AID procurement is advertised by bid 
solicitations in two ways in the United States. Construction projects 


and major procurement items are advertised in the Commerce Business Daily 
published in Chicago. These and lower valued procurement needs are 
advertised in the AID bulletin, Aid Financed Export Opportunities. In 
both eases we attempt to provide 45 days advance notification. 


5. The Embassy's 1972 annual Trade Outlook Report, published by the 
Department of Commerce in May, provides in detail the product lines which 
are the better targets for exports and investment. A number of Salvadoran 
businessmen attended the U.S.-sponsored food processing and general 
packaging technical seminars held in Guatemala City and San Jose in 

June and their reactions revealed that know-how, machinery and related 
equipment have good prospects for export to El Salvador. The attraction 

of these seminars suggests that firms and associations should consider 
specialized trade missions, mini-shows, catalogue shows or combinations 
thereof in their promotional programs for this area. A further base for 
promotion of U.S. exports and investment will be provided by the U.S. 
presence at the Fifth International Fair of El Salvador in November 1972. 
Products from 47 U.S. companies, all in the light consumer and durables 
industries, will be exhibited in the U.S. Pavilion, with the promotional 
assistance of the Department of Commerce. The states of Texas, Mississippi 
and Washington will exhibit within the Pavilion, each presenting a variety 
of private company products. Throughout the year Salvadoran bid solicitations 
are relayed to the Department of Commerce for notification to prospective 
bidders; Embassy reports concerning other specific trade and investment 
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opportunities are also made available through Department of Commerce offices. 

We have noticed considerable success by other foreign firms, especially those 
in the construction and engineering fields, attributable to their personal 
presence and efforts here or frequent visits and discussions with the autonomous 
agencies responsible for large public works projects. 
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